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TABLE 2. UNIVERSITY OF MINNESOTA 
SPECIAL HOSPITALS, SERVICES AND EDUCATIONAL OFFSET 
FISCAL YEAR 1984 

Program 

Undergraduate Medicine 

A 11 i ed Hea 1th 
Nurse Anesthetist 
Occupational Therapy 
Physical Therapy 
Medical Technology 

Sub to ta 1 

Medical Fellow Specialists 
Dentistry 

Pharmacy 
Pharmacy 
Pharmacy - from Allied Health 
Subtotal Pharmacy 

Nursing 

Public Health 
Public Health 
Public Health - from Allied Health 
Subtotal Public Health 

Undergrad Other 
Undergrad Other 
Undergrad Other - Home Economics 
Undergrad Other - from Allied Health 
Undergrad Other - Other Continuing Educ 
Undergrad Other - GC Radiologic 
Subtotal Undergrad Other 

Medicine Graduate 
Medicine Graduate School 
Dentistry Graduate 
Medicine Graduate Other 

Subtotal 

Medicine Continuing Education 

Total - Instructional 
Percent Instructional 

Total - Non-Instructional 
Percent Non-Instructional 

TOTAL 

SOURCE: University of Minnesota. 

Medical 
School Hospi ta 1 

Payroll in Cost 
Hoseital Centers 

$ 641,843 $ 126,875 

54,669 0 
52,890 37,679 
50,128 36,678 

342,330 145,558 
500,017 220,915 

3,954,457 864,906 

16,945 10,568 

43,728 165,366 
0 76,951 

43,728 242,317 

21,318 163,810 

31,495 
39,044 
70,539 

10,440 
177,653 
254,800 
161,785 
484,541 

10,440 1,078,779 

261,382 57,169 
35,333 14,658 

213,342 340,982 
510,057 412,809 

311,896 8,022 

$6,010,701 $3,199,540 

Tota 1 s 

$ 768,718 

54,669 
90,569 
87,806 

487,888 
720,932 

4,819,363. 

27,513 

209,094 
76,951 

286,045 

185»128 

31,495 
39,044 
70,539 

10,440 
177,653 
254,800 
161,785 
484,541 

1,089,219 

318,551 
49,991 

554,324 
922,866 

319,918 

$9,210,241 
76.87% 

$2,771,759 
23.13% 

$11,982,000 
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The Task Force initially recommended that 33 percent of the expenditures 
supported by the Special Hospitals Service and Educational Offset Appropriation 
be treated as instructional. This recommendation was based on the conclusion 
that two categories of expenditures supported by the special, non-credit 
continuing education and medical graduate fellow and specialist instruction 
should not be treated as instruction. The rationale for the exclusion of non­
credit continuing education was that such instruction is treated as a non­
instructional activity for purposes of average cost funding. The University of 
Minnesota Health and Sciences Cost Allocation Study attributed $481,703, or 4 
percent of the $11,982,000 in Fiscal Year 1984 expenditures supported by the 
special, to non-credit instruction. The recommendation, in effect, suggests 
that this non-credit instruction be supported entirely by state appropriations. 

State practice regarding non-credit instruction is that it should be 
self-supporting. Consequently, the Task Force asked for a description of the 
non-credit instruction supported by the special, including how it is financed. 
The University response (attached) was that this non-credit instruction is 
indeed self-supporting, both for direct and indirect expenditures. In other 
words, the non-credit instruction is not supported by the special appropria­
tion. The special appropriation funds that appeared to be attributable to 
non-credit instruction are actually attributable to other functions with the 
University Hospitals. 

The basis for the Task Force recommendation that $481,703, or 4 percent of 
of the special, be treated as non-instructional was that it supported non­
credit instruction. Since these funds do not, in fact, support non-credit 
instruction, there was no rationale for classifying them as non-instructional. 
Their classification depended upon which other functions they support within 
the University Hospitals. 

The Task Force assumed that the $481,703 supported both instructional and 
non-instructional activities in the same proportions as the rest of the 
special. The result was a recommendation of 66 percent non-instructional and 
34 percent instructional for treatment of the special. Table 3 presents the 
expenditures supported by the special appropriation in Fiscal Year 1984. They 
have been arrayed to illustrate the Task Force recommendation. Table 4 
presents the fiscal impact of this recommendation had it been used to determine 
appropriations for the 1985-87 biennium. 
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TABLE 3. UNIVERS NNESOTA 
SPECIAL HOSPITALS, SERVICES AND EDUCATIONAL OFFSET 
FISCAL 

Program Tota 1 s 

I nstruct1 cma 1 
Undergraduate Medicine 
A 11 i e d H ea 1th 

Nurse Anesthetist 
Occupational Therapy 
Physical Therapy 
Medical Technology 

Subtotal 
Dentistry 
Pharmacy 

Pharmacy 
Pharmacy - from Allied Health 

Subtotal Pharmacy 
Nursing 
Public Health 

Pub 1 i c H ea 1th 
Public Health - from Allied Health 

Subtotal Public Health 
Undergrad Other 

Undergrad Other 
Undergrad Other - Home Economics 
Undergrad Other - from All1e&Health 
Undergrad Other - GC Radiologic 

Subtotal Undergrad Other 
Medicine Graduate 

Medicine Graduate School 
Dentistry Graduate 
Medicine Graduate Other 

Sub to ta 1 
Other Instructional 

(Previously allocated to Continuing Education) 
Total - Instructional 
Percent Instructional 

Non-I 
Medical Fellow Specialists 
Other Non-Instructional 

(Previously allocated to Continuing Education) 
Non-Instructional 
Total - Non-Instructional 
Percent Non-Instructional 

$ 768,718 

54,669 
90,569 
87,806 

487,888 
720 ll 932 
27,513 

209,094 
76,951 

286,045 
185,128 

31,495 
39,044 
70,539 

10,440 
177,653 
254,800 
484,541 
927,434 

318,551 
49,991 

554,324 
922,866 

163,779 
$4,072,954 

34% 

4,819,363 

317,924 
2,771,759 

$7,909,046 
66% 

TOTAL $11,982,000 

SOURCE: University of Minnesota. 
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TABLE 4. FISCAL IMPACT OF AVERAGE COST FUNDING TASK FORCE RECOMMENDATION 
ON THE INSTRUCTIONAL COMPONENT OF THE 
UNIVERSITY OF MINNESOTA HOSPITALS 1 

Special Hospitals, Services and 
Educational Offset Appropriation2 

Assumed Instructional Percentage 
for 1985-87 Biennium 

Instructional Component 
Assumed Tuition Revenue at 33% 
for 1985-87 Biennium 

Recommended Task Force 
Instructional Percentage 

Recommended Instructional Component 
Assumed Tuition Revenue at 33% 

Additional Appropriation 
{Difference Between Assumed Tuition Revenue) 

F. Y. 1986 

$13,326,900 

60% 

$7,996,140 

2,638,713 

34% 

$4,531,146 
$1,495,278 

$1,143,435 

F.Y. 1987 

$13,859,900 

60% 

$8,315,940 

2,744,260 

34% 

$4,712,366 
$1,555,081 

$1,189,179 

1 Fiscal impact if recommendation had been used to determine appropriations 
for the 1985-87 biennium. 

2The amounts are those originally appropriated. They have not been adjusted 
for reductions in 1986. 
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Office of the President 
202 Morrill Hall 
100 Church Street S.E. 
Minneapolis, Minnesota 55455 

September 11, 1986 

Minnesota Higher Education Coordinating Board 
Suite 400, Capitol Square 
550 Cedar Street 
Saint Paul, Minnesota 55101 

Dear Dave: 

This will respond to your letter of August 11, 1986 and attempt to answer the 
questions posed by the Average Cost Funding Task Force relative to Medical 
Fellow Specialists and their impacts on teaching hospitals. 

1. How is graduate medical instruction financed in our affiliated 
teachiAg hospitals? 

Teaching hospitals are financed from a combination of revenue sources 
including patient revenues, auxiliary revenue from cafeteria, etc., investment 
income and support or appropriations. To the extent that non-patient revenues 
exist, they effectively reduce the price patients must pay to secure services. 

The University of Minnesota Hospital and Clinic (UMHC) receives a direct general 
support appropriation from the state of Minnesota. This appropriation has 
historically been provided to support undergraduate and graduate medical 
education, clinical research, and special procedures and services which are 
provided through UMHC which are not otherwise available or which a~e essential 
to an integrated graduate education program. 

Similarly, the three major affiliated public teaching hospitals each receive 
support. The Veterans Hospital is totally funded through federal support 
while Hennepin County and Ramsey County provide support for each of their 
hospitals. In 1985 Hennepin County General Hospital received $13,024,763 in 
county support for operating needs and capital equipment, and another 
$1,864,150 in intergovernmental support including $1,580,000 in support from 
the University of Minnesota for family practice and undergraduate education 
support. In 1985 Ramsey County Medical Center received $8,465,247 in support 
from Ramsey County for operating and capital equipment expenditures, another 
$6,458,779 in restricted and unrestricted contributions for special program 
expenditures, and $1,375,208 in state support from the University for family 
practice and undergraduate education support. 
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2. How are medical fellow specialists financed elsewhere? 

We have approached this in two ways. A request for information from AAU 
institutions with teaching hospitals produced nine responses from which we can 
construct the following table: • 

# of Pay Instructional Cost Source of 
M.F.S. Tuition? Financing Stipends 

Indiana 588 No Some State; some other Hospital budget 

Iowa 550 No State 25%, Practice Plans Mostly hospital 
35%, Other 40% 

Kansas 302 No State appropriations State 
appropriation 

Michigan State n.a. No Hospitals No response 

Minnesota 1,049 Yes State 67%, MFS tuition about Mostly hospital 
5%, Other student tuition 28% budget 

North Carolina 612 No State appropriations No response 

Pittsburgh 730 No Can't separate sources 80%-90% Hospital 

Ohio State n.a. No Not considered students Hospital budget 

Virginia 450 No Primarily Hospital budget 80% Hospital 
(including state 
appropriations) 

Wisconsin 435 No appropriations and Hospital budget 
patient charges 

We also prepared a table indicating the degree to which states are providing 
appropriations to their teaching hospitals. That table follows. 
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Hospital Name 

New ·Jersey 

Med. Col. VA 

Illinois 

LSU 

Iowa 

Talmadge 

N. Carolina 

Virginia 

Alabama 

Colorado 

S. Carolina 

Oregon 

Mississippi 

Missouri 

Kansas 

Ohio State 

Minnesota 

UCLA 

UCSF 

Arizona 

Florida 

Michigan 

COMPARISON OF STATE IONS 

State2 1982 
Appropriation 

$52,261 

31,218 

29,450 

23,000 

22,277 

21,526 

20,878 

19,287 

16,271 

16,117 

15,396 

14,351 

14,034 

12,868 

12,309 

12,216 

11,596 

11, 179 

10,679 

8,770 

8,529 

8,449 

( 000s Omitted) 

1982 Gross 
Charges 

$164,293 

1 ,317 

75,659 

70,542 

133,983 

144,678 

202,531 

200, 

Charges 

$ 39,601 

121,495 

47,300 

132,803 

57,610 

84,079 

115,415 

125,102 

84, 

71,875 

58,833 

1 , 000 

119,977 

55,623 

70,921 

% 
Gross 

19.0 

13.5 

17.0 

17.4 

9.1 

8.0 

5.5 

4.2 

% 
Net 

31.01 

24.2 

48.6 

16.7 

37.4 

24.8 

16.7 

13.0 

19.1 

21.4 

23.9 

9 .1 

8.9 

15.8 

12.0 

(1) .Excludes $30 million which is apparently a capital appropriation in 1982. 



..a._....~ 

David A. Longanecker, September 11, 1986, page 4 

State2 1982 1982 Gross 1982 Net % % 
Hospital Name Appropriation Charges Charges Gross Net 

UC Davis 8,328 100,439 8.3 

UCSD 7,824 97,302 8.0 

UC Irvine 7,269 128,604 5.7 

Washington 5,888 '65,915 8.9 

Nebraska 5,182 53,524 9.7 

Cinci. Gen 4,481 91,576 9.7 

Hahnemann 3,769 170,968 2.2 

S. Alabama 3,399 33,213 2.2 

Wisconsin 2,374 79,860 3.0 

Utah 1,930 50,504 3.0 

Med. Col. PA 745 260,099 .3 

Rush 120 262,690 

Ohio -0- 51,538 

Average% 8.8 18.2 

(2) Excludes county appropriations. 

Hennepin County 
$14,3043 Medical Center $115,842 $108,831 12.3 13.1 

Ramsey County 
16,2993 Medical Center 90,160 82,922 18.1 19.7 

(3) All appropriation sources. 

While UMHC receives a di appropriation from the state to defray the costs 
of education, the appropri ion is not limited to the support of instructional 
programs. It is also provided to support graduate medical education and program 
cost associated with newly developing clinical programs. Secondly, 
each of the three major affili hospitals receives support from the federal, 
state or county governments for the operation of the hospitals and to reduce 
the cost to the patient. Finally, as one can see from the following table, 
every teaching hospital that provided data except one receives state support. 
University of Minnesota Hospital and Clinic receives less state support than 
the average hospital when figured as a percent of gross revenue, and only half 
of the average when figured as a percentage of net revenue. 
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3. Describe third party reimbursement policies for expenditures 
attributable to medical graduate fellowship and specialist 
instruction. 

At the present time Medicare is the only third party payor that provides 
reimbursement to hospitals specifically for direct graduate medical education 
costs. This reimbursement is based on the costs (such as stipends, fringe 
benefits, etc.) incurred by the hospital for graduate medical education. 
Medicare then pays a proportion of these costs, the proportion being 
determined by the percentage that Medicare patients utilize alr hospital 
services in relation to the total services the hospital provides. 

4. How do the rates charged by the University of Minnesota Hospital 
and Clinic (UMHC) compare to other hospitals? 

The University of Minnesota Hospital and Clinic's charges are comparable to 
other major tertiary teaching hospitals. In comparing UMHC's charges to all 
hospitals in general, UMHC's charges are higher. A survey completed by the 
Council of Community Hospitals in September, 1985 indicated that on average, 
when case mix is considered, UMHC's charges were 11% higher than the other 
27 hospitals in the Twin Cities metropolitan area. 

5. Describe the continuing education component shown on previous 
analysis of the Hospital Special Fund. 

The presence of a small allocation for continuing education on the analysis of 
the Special Hospitals, Service, and Education Fund is an artifact of the 
method of cost allocation used in the past. The UMHC budget is administered 
as an undivided whole. Expenditures are accounted for on the basis of cost 
centers, not functional analysis. The latter is derived from an activity 
survey of Health Sciences personnel that covers all of their activities and 
has been generalized to the Hospital Special Fund as well as other fund 
sources. The continuing education involved is short courses for doctors, 
dentists, and other health professionals to keep them current with the latest 
developments in health care. These courses are given on a fee-for-service 
basis that covers all direct and indirect costs and the faculty activity 
analysis should have been (and will in future be) adjusted to attribute this 
activity specifically to those fee sources of revenue. These costs will be 
redistributed to other functions in the Special Hospitals appropriation. 

Sincerely, 

Kenneth H. Keller 
i 
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